enable banks to close redundant branches or consolidate back-office functions. Mergers may make banks more productive if they increase the range of products that banks can profitably offer.
They may also diversify further bank portfolios and thereby reduce the probability of insolvency.
Increased diversification may reduce banks' total costs by reducing desired capital-asset ratios.
Thus, mergers and acquisitions in banking sector have become popular as a major way of corporate restructuring in the majority of all the countries in the world (Jayadev & Sensarma, 2007) . Dobbs, Goedhart, and Sunio (2006) Berger and Humphrey (1997) and Liu and Tripe (2001) noted that there was no evidence of positive impact on performance of firms in the mergers and acquisitions activities.
In Nepal merger is still a new practice, and therefore, has not received importance yet. This paper attempts to empirically examine the postmerger operating performance of Nepalese financial institutions.
The remainder of this article is structured as follows.
Section I reviews related studies on announcement effect of mergers and acquisitions. Section II describes the data and methodology, while Section III presents the results and discussion. Section IV offers summary and conclusion.
Related Studies
Merger involves two or more fairly equal companies, which combines to become one legal entity that is worth more than their separate parts (Coyle, 2000) . The shareholders of all pre-merger firms have a share in the possessions of the merged firm and the senior management of pre-merger firms will continue to hold management positions after the merger. Mergers and acquisitions are one of the ways by which firms attempt to create value.
The reasons for such activity often include, among others, expansion into new markets, acquisition of cutting edge technology, achieving economies of scale, reduction of duplicate costs and reduction of competition (DePamphilis, 2008) .
There are three general ways of mergers. A vertical merger takes place between the companies operating in the same industry. Motives for such mergers could be several, but usually the acquiring company chooses to implement a vertical merger in order to establish control of the whole production chain, thus potentially securing and strengthening its market position. Merger between an airline company and a travel agency is an example of vertical merger. By doing so, the airline company prevents the possibility for the travel agency to change airline in the future, as well as improving and developing its marketing strategy, which could be for instance marketing of travel and flights to destinations where the airline has the most available flights (Weston, Mitchel & Mulherin, 2004) .
A merger occurring between companies which are operating and competing in the same industry is known as horizontal merger. One of the motives of horizontal merger is to seek advantages in economics of scale by improving the management and administration of the company.
A merger between firms that are involved in totally unrelated business activities is called conglomerate merger. This type of mergers are often made with the purpose of diversifying one's risks, and are often performed by companies which have their core businesses in a relatively high risk type on industry (Weston, Mitchel & Mulherin, 2004) .
The terms merger and acquisition are often confused or used interchangeably (Sherman & Hart, 2006) . Although merger and acquisition are often used as synonymous terms, there is a subtle difference between the two concepts. When one company takes over another and clearly established itself as the new owner, the purchase is called an acquisition. From a legal point of view, the target company ceases to exist, the buyer swallows the business and the buyer's stock continues to be traded. A merger happens when two firms, often of about the same size, agree to go forward as a single new company rather than remain separately owned and operated. This kind of action is more precisely referred to as a "merger of equals."
Both companies' stocks are surrendered and new company stock is issued in its place. In practice, however, actual mergers of equals do not happen very often. Usually, one company will buy another and, as part of the deal's terms, simply allow the acquired firm to proclaim that the action is a merger of equals, even if it is technically an acquisition. Being bought out often carries negative connotations, therefore, by describing the deal as a merger, deal makers and top managers try to make the takeover more palatable.
In the Nepalese economy, merger, in the real sense, and liquidity of the firm are the focus of accounting studies (Bruner, 2002; Pilloff, 1996) . Healy, Palepu, and Ruback (1992) A study made by Avkiran (1999) , measured relative efficiency gains for Australian banks for the period of 1986-1995, using data envelopment analysis (DEA) and financial ratios. He used the intermediations approach and two DEA models: A and B. Model A includes interest expense and noninterest expense as inputs and net interest income and non-interest income as outputs; while Model B includes deposits and staff numbers as inputs and net loans and non-interest income as outputs. He found that acquiring banks do not always maintain their pre-merger efficiency. Liu and Tripe (2001) used accounting ratios and DEA to explore the efficiency impact of six bank mergers in New Zealand between 1989 and 1998 and found that in a majority of cases the merger led to an increase in efficiency.
The review of literature shows mix results regarding operating performance of acquirer. For example, studies by Cornett and Tehranian (1992) and Spindt and Tarhan (1992) found increases in post-merger operating performance, while Berger and Humphrey (1992) , Piloff (1996) , and Berger (1997) did not. Healy, Palepu, and Ruback (1992) found that the post-merger operating performance improves relative to the industry benchmark. Similarly, Liu and Tripe (2001) found that in a majority of cases the merger led to an increase in efficiency. But Akben-Selcuk and Altiok-Yilmaz (2011) found accounting data weakly support the hypothesis that acquirer companies are negatively affected by merger and acquisition. Reda (2013) showed that despite the fact that consolidation had a positive effect on managerial efficiency, banks' profitability remained weak. On the other hand, Long (2015) and Sharma and Ho (2002) found no significant difference in operating performance before and after merger.
In the light of the above review of previous empirical literature the following hypotheses have been framed for this research article.
H 1 : There is no significant increase in the operating performance of the acquirer financial institutions following the merger deals.
data and Methodology
Altogether 50 financial institutions in Nepal have been merged till July 2013 and they confined to 21 financial institutions through 23 merger deals. The study covers all these merged financial institutions except Butwal Finance (now Synergy Finance after merger), which had not conducted its annual general meeting after merger till the time of collecting data for the study; and hence audited annual reports were not available to extract the data.
This research article is based on secondary data collected from merged financial institutions (FIs), their respective websites and Nepal Rastra Bank. Annual reports of the FIs which contained financial data have been collected by visiting their respective head offices. The t-test has been used to test the significance of null hypotheses and pair t-test has been used to test the differences in the performance of FIs before and after mergers. Statistical Package for Social Sciences (SPSS) program and Microsoft Office Excel have been used to analyze the data.
There are basically two different research methods that are commonly used in measuring the impact of mergers and acquisitions (Gjirja, 2003) . One is the operational performance approach, which comprises studies dealing with the link between mergers and the productive efficiency of the banks involved, either measured through accounting data or through the estimation of cost and profit functions. The other approach includes studies dealing with the impact of merger announcements on the price of publicly-listed banking companies. This study followed the first approach to analyze the operating performance of mergers. Operating performance of any firm can be measured in term of profit it earned. The relation of the return of the firm to either its sales/revenue or its equity or its assets is known as profitability ratio. The study uses return on assets (ROA), return on equity (ROE), operating profit margin (OPM), net profit margin (NPM), earning yield ratio (EYR) and earnings per share (EPS) to measure profitability. These ratios are analyzed in Table 1 But the extensive increases in the operating profit margin of these two FIs are due to the negative operating profit margin before the merger.
Results and discussion
Fourteen out of twenty one FIs suffered from decreased in operating profit margin after merger.
Thus, it is concluded that majority (67 percent) of the merged FIs have experienced a decreased in operating profit margin.
The last four columns of Bikash Bank had to suffer from a big decreased in net profit margin after the merger. As majority of FIs (62 percent) faced huge decreased in the net profit margin after the merger, it is concluded that operating performance of the Nepalese FIs have not improved after merger, rather worsened. Table 3 exhibits the earning yield and earning per share of merged FIs before and after the merger.
As seen in the table, out of the twenty-two merger cases, only nine cases (41 percent) have shown increase in earning yield after their merger. Source: Annual Reports of FIs ratio, and EPS; and the profitability ratios that have been decreased are ROE, operating profit margin and net profit margin. But none of the differences in ratios are significant even at 5 percent level of significance. Therefore, the null hypothesis that 'operating performance of merged FIs (acquirers) does not significantly improve after merger' could not be rejected. Hence, it is concluded that profitability of merged FIs does not improve after the merger. 
Paired Sample Correlation

Source: Annual Reports of FIs
Coefficient of variation (CV) is the relative measure of dispersion. Table 6 shows that the CV of four profitability ratios (return on assets, operating profit margin, earning yield ratio and earning per share) has been reduced after the merger; which indicates that the magnitude of heterogeneity in these profitability ratios of merged FIs has been reduced. While the CV of two profitability ratios (return on equity and net profit margin) has been increased the merger, which indicates that the magnitude of heterogeneity in these ratios of merged FIs has been increased.
Summary and Conclusion
Merger and acquisition is a very important tool for the expansion of business. It is one of the ways by which business firms attempt to enhance their value. Studies have revealed mixed outcomes as to whether or not mergers and acquisitions do indeed enhance value.
To examine the effects of the merger on operating performance of the merged FIs, this research article analyzes 22 merger cases that were occurred during the period of 2004 to 2013. Hypothesizing that merger would improve performance of FIs in terms of profitability; six different accounting ratios were examined for two year before and two year after their merger. Paired sample t-test was used to compare the operating performance of merged FIs before and after the merger. Out of the six, three ratios (ROA, earning yield ratio and EPS) increased and the rest three ratios (ROE, operating profit margin and net profit margin) decreased after the merger. But none of the differences were significant at 0.05 level. This indicates that the changes in mean value of profitability ratios were not due to the merger leading to the failure of rejection of null hypothesis that 'there is no significant increase in the operating performance of the acquirer FIs following the merger deals.' Thus, the paper concludes that operating performance measured in terms of profitability ratios of FIs does not increase significantly after merger. The result is consistent with results found by Berger and Humphrey (1992) , Piloff (1996) , Berger (1997) , Sharma and Ho (2002) , Pathak (2013), and Long (2015) , who report that there is no significant difference in operating performance before and after merger. But the result contradict with the results of Cornett and Tehranian (1992) and Spindt and Tarhan (1992) who found increases in post-merger operating performance.
Appendix: List of Merged FIs
